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7KLVSDSHUWHVWVWKHWKHRU\RIVWRUDJHWKHK\SRWKHVLVWKDWWKHPDUJLQDOFRQYHQLHQFH
\LHOGRQLQYHQWRU\IDOOVDWDGHFUHDVLQJUDWHDVLQYHQWRU\LQFUHDVHVLQHQHUJ\PDUNHWV
FUXGHRLOKHDWLQJRLODQGXQOHDGHGJDVPDUNHWV:HXVHWKH)DPDDQG)UHQFK
LQGLUHFWWHVWEDVHGRQWKHUHODWLYHYDULDWLRQLQVSRWDQGIXWXUHVSULFHV7KH
UHVXOWVVXJJHVWWKDWWKHWKHRU\KROGVIRUWKHHQHUJ\PDUNHWV
,1752'8&7,21
7KHWKHRU\RIVWRUDJHZKLFKSRVWXODWHVWKDWWKHPDUJLQDOFRQYHQLHQFH\LHOGRQ
LQYHQWRU\IDOOVDWDGHFUHDVLQJUDWHDVDJJUHJDWHLQYHQWRU\LQFUHDVHVLVWKHGRPLQDQW
PRGHORIFRPPRGLW\IXWXUHVSULFHV>VHHIRUH[DPSOH%UHQQDQ7HOVHU
DQG:RUNLQJ@7KLVK\SRWKHVLVFDQEHWHVWHGHLWKHUGLUHFWO\E\UHODWLQJWKH
FRQYHQLHQFH\LHOGWRLQYHQWRU\OHYHOVXWLOL]LQJDVLPSOHVWDWLVWLFDOPRGHO>DVLQ
%UHQQDQDQG7HOVHU@RULQGLUHFWO\E\WHVWLQJLWVLPSOLFDWLRQDERXWWKH
UHODWLYHYDULDWLRQRIVSRWDQGIXWXUHVSULFHV>DVLQ)DPDDQG)UHQFK@
,QWKLVSDSHUZHWHVWWKHWKHRU\RIVWRUDJHLQHQHUJ\PDUNHWVFUXGHRLOKHDWLQJRLO
DQGXQOHDGHGJDV$OWKRXJKWKHWKHRU\RIVWRUDJHZDVDGYDQFHGPDLQO\IRU
FRPPRGLWLHVVXEMHFWWRVHDVRQDOYDULDWLRQLQVXSSO\LHKDUYHVWDQH[DPLQDWLRQRI
WKHWKHRU\LVDOVRZDUUDQWHGIRUHQHUJ\SURGXFWV:KLOHHQHUJ\SURGXFWVGRQRWH[KLELW
VHDVRQDOVXSSO\YDULDWLRQVGXHWRDKDUYHVWWKH\DUHVXEMHFWWRRWKHUVXSSO\DQG
GHPDQGVHDVRQDOIOXFWXDWLRQV)RUH[DPSOHDOWKRXJKWKHVXSSO\RIFUXGHRLODQGRWKHU
UHILQHGSURGXFWVLVQRWLQKHUHQWO\VHDVRQDOKHDWLQJRLOKDVGHPDQGSHDNVGXULQJWKH
ZLQWHUDQGJDVROLQHKDVGHPDQGSHDNVGXULQJWKHVXPPHU
(DUO\DWWHPSWVDWWHVWLQJWKHWKHRU\RIVWRUDJHDQGWKHFRQYHQLHQFH\LHOGK\SRWKHVLV
XVHGLQGXVWU\LQYHQWRU\GDWDDQGPDUNHWSULFHV+RZHYHUEHFDXVHRIWKHGLIILFXOW\LQ
GHILQLQJDQGPHDVXULQJWKHUHOHYDQWLQYHQWRU\UDWKHUWKDQWHVWWKHWKHRU\E\
H[DPLQLQJWKHLQYHQWRU\FRQYHQLHQFH\LHOGUHODWLRQGLUHFWO\ZHIROORZ)DPDDQG
)UHQFKDQGWHVWWKHWKHRU\
VLPSOLFDWLRQVDERXWWKHUHODWLYHYDULDWLRQRIVSRW
DQGIXWXUHVSULFHV7KHVHLPSOLFDWLRQVFDQEHYLHZHGDVUHILQHPHQWVRI6DPXHOVRQ
V
K\SRWKHVLVWKDW>XQGHUWKHDVVXPSWLRQWKDWVSRWSULFHVIROORZDVWDWLRQDU\
PHDQUHYHUWLQJSURFHVVDQGIXWXUHVSULFHVDUHXQELDVHGHVWLPDWHVIRUWKHVHWWOHPHQW
FDVKSULFHV@IXWXUHVSULFHVYDU\OHVVWKDQVSRWSULFHVDQGWKDWWKHYDULDWLRQRIIXWXUHV
SULFHVLVDGHFUHDVLQJIXQFWLRQRIPDWXULW\VHHDOVR6HUOHWLV
7KHUHPDLQGHURIWKHSDSHUFRQVLVWVRIIRXUVHFWLRQV7KHILUVWVHFWLRQEULHIO\
GLVFXVVHVWKHWKHRU\RIVWRUDJH7KHVHFRQGVHFWLRQGHVFULEHVWKHGDWDDQGWKHWKLUG
VHFWLRQSUHVHQWVWKHHPSLULFDOUHVXOWV7KHILQDOVHFWLRQVXPPDUL]HVWKHSDSHU
7+(25(7,&$/)281'$7,216
/HW)W7EHWKHIXWXUHVSULFHDWWLPHWIRUGHOLYHU\RIDFRPPRGLW\DW7/HWVWEH
WKHVSRWSULFHDWWDQGOHW5W7GHQRWHWKHLQWHUHVWUDWHDWZKLFKPDUNHWSDUWLFLSDQWV
FDQERUURZRUOHQGRYHUDSHULRGVWDUWLQJDWGDWHWDQGHQGLQJDWGDWH77KHWKHRU\RI
VWRUDJHVD\V>VHH)DPDDQG)UHQFK@WKDWWKHEDVLVWKHFXUUHQWIXWXUHVVSRW
GLIIHUHQWLDO)W76WHTXDOVWKHLQWHUHVWIRUHJRQHGXULQJVWRUDJHVW5W7
SOXVWKHPDUJLQDOZDUHKRXVLQJFRVW:W7PLQXVWKHPDUJLQDOFRQYHQLHQFH\LHOG
&W7KDWLV
)W76W VW5W7:W7&W7
7KHVWRUDJHHTXDWLRQLVDOVRNQRZQDVWKHFRVWRIFDUU\SULFLQJUHODWLRQVKLSDQG
HTXDWHVEDVLVZLWKWKHFRVWRIFDUU\VRWKDWDUELWUDJHLVQRWSURILWDEOH&OHDUO\
SRVLWLYHFDUU\LQJFRVWVUHVXOWLQDSRVLWLYHEDVLVWKDWLVDIXWXUHVSULFHDERYHWKHVSRW
PDUNHWSULFH,QVXFKFDVHVWKHEX\HURIDIXWXUHVFRQWUDFWSD\VDSUHPLXPIRU
GHIHUUHGGHOLYHU\NQRZQDVFRQWDQJR1HJDWLYHFDUU\LQJFRVWVLPSO\DQHJDWLYHEDVLV
WKDWLVDIXWXUHVSULFHEHORZWKHVSRWPDUNHWSULFH7KLVW\SHRISULFHUHODWLRQVKLSLV
NQRZQDVEDFNZDUGDWLRQ
'LYLGLQJERWKVLGHVRIWKHVWRUDJHHTXDWLRQE\VWDQGUHDUUDQJLQJZHREWDLQ
)W76W5W7 :W7&W7
6W6W
$FFRUGLQJWRHTXDWLRQWKHREVHUYHGTXDQWLW\RQWKHOHIWKDQGVLGHWKHLQWHUHVW
DGMXVWHGEDVLV>)WVW@VW5W7LVWKHGLIIHUHQFHEHWZHHQWKHUHODWLYH
ZDUHKRXVLQJFRVW:W76WDQGWKHUHODWLYHFRQYHQLHQFH\LHOG&W76W
$VVXPLQJWKDWWKHPDUJLQDOZDUHKRXVLQJFRVWLVURXJKO\FRQVWDQWWKDWWKHPDUJLQDO
FRQYHQLHQFH\LHOGGHFOLQHVDWDGHFUHDVLQJUDWHZLWKLQFUHDVHVLQLQYHQWRU\>VHHIRU
H[DPSOH%UHQQDQDQG7HOVHU@DQGWKDWYDULDWLRQLQWKHPDUJLQDO
FRQYHQLHQFH\LHOGGRPLQDWHVYDULDWLRQLQWKHPDUJLQDOZDUHKRXVLQJFRVWZHFDQXVH
WKHLQWHUHVWDGMXVWHGEDVLVHTXDWLRQWRGHYHORSWHVWDEOHK\SRWKHVHVDERXWWKH
FRQYHQLHQFH\LHOG)RUH[DPSOHZKHQLQYHQWRU\LVORZWKHUHODWLYHFRQYHQLHQFH
\LHOGLVKLJKDQGODUJHUWKDQWKHUHODWLYHZDUHKRXVLQJFRVWDQGWKHLQWHUHVWDGMXVWHG
EDVLVEHFRPHVQHJDWLYH2QWKHRWKHUKDQGZKHQLQYHQWRU\LVKLJKWKHUHODWLYH
FRQYHQLHQFH\LHOGIDOOVWRZDUG]HURDQGWKHLQWHUHVWDGMXVWHGEDVLVEHFRPHVSRVLWLYH
DQGLQFUHDVHVWRZDUGWKHUHODWLYHZDUHKRXVLQJFRVW
0RUHRYHUWKHWKHRU\RIVWRUDJHDQGWKHFRQFHSWRIGHFOLQLQJPDUJLQDOFRQYHQLHQFH
\LHOGRQLQYHQWRU\DOORZXVWRPDNHSUHGLFWLRQVDERXWWKHLPSDFWRIGHPDQGDQG
VXSSO\VKRFNVRQWKHUHODWLYHYDULDWLRQRIVSRWDQGIXWXUHVSULFHV)RUH[DPSOHZKHQ
LQYHQWRU\LVKLJKWKHFRQYHQLHQFH\LHOGLVORZDQGWKHLQWHUHVWDGMXVWHGEDVLVLV
SRVLWLYHDSHUPDQHQWGHPDQGVKRFNFDXVHVDODUJHLQYHQWRU\UHVSRQVHEXWDVPDOO
FKDQJHLQWKHFRQYHQLHQFH\LHOGRUWKHLQWHUHVWDGMXVWHGEDVLV,QWKLVFDVHVSRWDQG
IXWXUHVSULFHVKDYHURXJKO\WKHVDPHYDULDELOLW\VXJJHVWLQJWKDWFKDQJHVLQVSRW
SULFHVDUHODUJHO\SHUPDQHQWWKH\VKRZXSRQHIRURQHLQIXWXUHVSULFHV+RZHYHU
ZKHQLQYHQWRU\LVORZWKHFRQYHQLHQFH\LHOGLVKLJKDQGWKHLQWHUHVWDGMXVWHGEDVLVLV
QHJDWLYHGHPDQGVKRFNVSURGXFHVPDOOFKDQJHVLQLQYHQWRULHVEXWODUJHFKDQJHVLQ
WKHFRQYHQLHQFH\LHOGDQGWKHLQWHUHVWDGMXVWHGEDVLV,QWKLVFDVHVKRFNVFDXVHVSRW
SULFHVWRFKDQJHPRUHWKDQIXWXUHVSULFHVDQGWKHEDVLVLVPRUHYDULDEOHWKDQZKHQ
LQYHQWRULHVDUHKLJK
,QZKDWIROORZVZHWHVWWKHWKHRU\RIVWRUDJHLQHQHUJ\PDUNHWV%HFDXVHRIWKH
GLIILFXOW\KRZHYHULQGHILQLQJDQGPHDVXULQJWKHUHOHYDQWLQYHQWRU\UDWKHUWKDQ
XVLQJGLUHFWWHVWVE\UHODWLQJWKHFRQYHQLHQFH\LHOGWRLQYHQWRU\OHYHOV>VHHIRU
H[DPSOH%UHQQDQDQG7HOVHU@ZHXVHWKH)DPDDQG)UHQFK
LQGLUHFWWHVWVEDVHGRQWKHUHODWLYHYDULDWLRQLQVSRWDQGIXWXUHVSULFHV,QSDUWLFXODU
XVLQJWKHVLJQRIWKHLQWHUHVWDGMXVWHGEDVLVDVDSUR[\IRUKLJKDQGORZ
LQYHQWRU\WKHSUHGLFWLRQRIWKHWKHRU\RIVWRUDJHWKDWVKRFNVSURGXFHPRUH
LQGHSHQGHQWYDULDWLRQLQVSRWDQGIXWXUHVSULFHVZKHQLQYHQWRU\LVORZLPSOLHVWKDWWKH
LQWHUHVWDGMXVWHGEDVLVLVPRUHYDULDEOHZKHQLWLVQHJDWLYHVHH)UHQFKIRUD
GHULYDWLRQDQGGHWDLOHGGLVFXVVLRQ
'$7$
7RWHVWWKHWKHRU\RIVWRUDJHZHXVHGDLO\REVHUYDWLRQVIURPWKH1HZ<RUN0HUFDQWLOH
([FKDQJH1<0(;RQRQHPRQWKWZRPRQWKIRXUPRQWKDQGVHYHQPRQWK
IXWXUHVSULFHVIRUFUXGHRLOKHDWLQJRLODQGXQOHDGHGJDVROLQH,QIDFWZHXVHWKHVSRW
PRQWKIXWXUHVSULFHVDVDSUR[\IRUFXUUHQWFDVKSULFHVWKHVHFRQGPRQWKIXWXUHV
SULFHVDVDSUR[\IRUWKHFXUUHQWIXWXUHVSULFHVDQGVLPLODUO\WKHIRXUWKPRQWKDQG
VHYHQWKPRQWKIXWXUHVSULFHVDVSUR[LHVIRUWKHWKUHHPRQWKDQGVL[PRQWKIXWXUHV
SULFHVUHVSHFWLYHO\
7KHVDPSOHSHULRGLV-XQHWR$SULOIRUFUXGHRLO$XJXVWWR
$SULOIRUKHDWLQJRLODQG'HFHPEHUWR$SULOIRUXQOHDGHG
JDV%HFDXVHRIGDLO\SULFHOLPLWVDVZHOODVWHFKQLFDOWUDGLQJDGMXVWPHQWV>VXFKDV
IRUH[DPSOHDEUXSWPRYHPHQWVLQWKHSULFHRIWKHVSRWPRQWKIXWXUHVFRQWUDFWVRQ
WKHLUODVWWUDGLQJGD\DVWUDGHUVDGMXVWWKHPVHOYHVRXWRISRVLWLRQV@GDLO\SULFHVKDYH
EHHQFRQYHUWHGWRZHHNO\DYHUDJHSULFHVHULHV6XFKDYHUDJLQJWHQGVWRVPRRWKWKHVH
HUUDWLFSULFHPRYHPHQWV
7(675(68/76
7RLQYHVWLJDWHWKHWKHRU\RIVWRUDJHSUHGLFWLRQWKDWWKHLQWHUHVWDGMXVWHGEDVLVLVPRUH
YDULDEOHZKHQLWLVQHJDWLYHEHFDXVHVKRFNVSURGXFHPRUHLQGHSHQGHQWYDULDWLRQLQ
VSRWDQGIXWXUHVSULFHVZKHQLQYHQWRU\LVORZ7DEOHVUHSRUWWKHVWDQGDUG
GHYLDWLRQVRIZHHNO\DVZHOODVGDLO\FKDQJHVLQWKHLQWHUHVWDGMXVWHGEDVLVIRURQH
WKUHHDQGVL[PRQWKFUXGHRLOKHDWLQJRLODQGXQOHDGHGJDVIXWXUHVFRQWUDFWV&OHDUO\
WKHVWDQGDUGGHYLDWLRQIRUFUXGHRLOLVRQO\VOLJKWO\PRUHYDULDEOHZKHQLWLVSRVLWLYH
WKDQZKHQLWLVQHJDWLYHEXWWKHVWDQGDUGGHYLDWLRQVIRUKHDWLQJRLODQGWRDOHVVHU
H[WHQWIRUXQOHDGHGJDVDUHODUJHUZKHQWKHLQWHUHVWDGMXVWHGEDVLVLVQHJDWLYH
0RUHRYHU)WHVWVUHMHFWLQJHQHUDOWKHQXOOK\SRWKHVLVRIHTXDOYDULDQFHV+HQFHZH
FRQFOXGHWKDWWKHKHDWLQJRLODQGXQOHDGHGJDVPDUNHWVSDVVWKLV)DPD)UHQFK
LQGLUHFWWHVW
$VLWZDVDUJXHGHDUOLHUWKHWKHRU\RIVWRUDJHDOVRLPSOLHVWKDWVKRFNVSURGXFH
URXJKO\HTXDOFKDQJHVLQVSRWDQGIXWXUHVSULFHVZKHQLQYHQWRU\LVKLJKDQGWKH
LQWHUHVWDGMXVWHGEDVLVLVSRVLWLYHEXWPRUHYDULDWLRQLQVSRWSULFHVWKDQLQIXWXUHV
SULFHVZKHQLQYHQWRU\LVORZDQGWKHLQWHUHVWDGMXVWHGEDVLVLVQHJDWLYH7RLQYHVWLJDWH
WKLVSUHGLFWLRQRIWKHWKHRU\RIVWRUDJHZHUHSRUWLQ7DEOHWKHUDWLRVRIWKHVWDQGDUG
GHYLDWLRQRISHUFHQWIXWXUHVSULFHFKDQJHVWRWKHVWDQGDUGGHYLDWLRQRISHUFHQWVSRW
SULFHFKDQJHVIRUWKHZHHNO\DVZHOODVWKHGDLO\GDWD&OHDUO\WKHUDWLRVDUHORZHU
ZKHQWKHLQWHUHVWDGMXVWHGEDVLVLVQHJDWLYHIRUDOOWKUHHFRPPRGLWLHVWKHUHE\
FRQILUPLQJWKHWKHRU\RIVWRUDJHSUHGLFWLRQDERXWWKHUHVSRQVHRIVSRWDQGIXWXUHV
SULFHVWRGHPDQGDQGVXSSO\VKRFNV
7KHWKHRU\RIVWRUDJHDOVRSUHGLFWVWKDWVKRFNVSURGXFHODUJHUFKDQJHVRQVKRUWHU
PDWXULW\IXWXUHVSULFHVWKDQRQORQJHUPDWXULW\IXWXUHVSULFHVEHFDXVHWKHVKRFNVDUH
SURJUHVVLYHO\RIIVHWE\GHPDQGDQGVXSSO\UHVSRQVHV7KXVWKHUDWLRVRIWKHVWDQGDUG
GHYLDWLRQRIIXWXUHVSULFHFKDQJHVWRWKHVWDQGDUGGHYLDWLRQRIVSRWSULFHFKDQJHVLQ
7DEOHVKRXOGGHFUHDVHZLWKLQFUHDVLQJPDWXULWLHV&OHDUO\WKHUDWLRVDUHFRQVLVWHQW
ZLWKWKLVSUHGLFWLRQ)RUH[DPSOHLQWKHFDVHRIFUXGHRLOWKHUDWLRVIRUZHHNO\
SRVLWLYHLQWHUHVWDGMXVWHGEDVHVIDOOIURPDWRQHPRQWKWRDWWKUHHPRQWKV
DQGDWVL[PRQWKV7KHUDWLRVIRUQHJDWLYHLQWHUHVWDGMXVWHGEDVHVDUH
DQG7KLVHYLGHQFHLVFRQVLVWHQWZLWK6DPXHOVRQ
VK\SRWKHVLVDERXWWKH
UHODWLYHYDULDWLRQRIVSRWDQGIXWXUHVSULFHV
&21&/86,21
7KLVSDSHUXVHVWKHVLJQRIWKHLQWHUHVWDGMXVWHGEDVLVDVDSUR[\IRUKLJKDQGORZ
LQYHQWRU\:HWHVWWKHSUHGLFWLRQRIWKHWKHRU\RIVWRUDJHWKDWZKHQLQYHQWRU\LV
KLJKODUJHLQYHQWRU\UHVSRQVHVWRVKRFNVLPSO\URXJKO\HTXDOFKDQJHVLQVSRWDQG
IXWXUHVSULFHV:KHQLQYHQWRU\LVORZVPDOOHULQYHQWRU\UHVSRQVHVWRVKRFNVLPSO\
ODUJHUFKDQJHVLQVSRWSULFHVWKDQLQIXWXUHVSULFHV7HVWVRQVSRWDQGIXWXUHVFUXGHRLO
KHDWLQJRLODQGXQOHDGHGJDVSULFHVFRQILUPWKHVHSUHGLFWLRQV
2XUHPSLULFDOYDOLGDWLRQRIWKHWKHRU\RIVWRUDJHVXSSRUWVWKHWKHRU\
VZLGH
DFFHSWDQFHE\PDUNHWSDUWLFLSDQWV,QIDFWDV&KRDQG0F'RXJDOOSSXWLW
WKHWKHRU\RIVWRUDJHLVZLGHO\DFFHSWHGE\SDUWLFLSDQWVRIHQHUJ\IXWXUHVPDUNHWV
0DUNHWSDUWLFLSDQWVIRUH[DPSOHLQWHUSUHWDODUJHQHJDWLYHWLPHEDVLVLHWKHIXWXUHV
SULFHLVVLJQLILFDQWO\ORZHUWKDQWKHVSRWSULFHDVDVLJQDOWRGUDZHQHUJ\SURGXFWVRXW
RIVWRUDJHDQGDVPDOOQHJDWLYHEDVLVRUSRVLWLYHEDVLVDVDVLJQDOWRVWRUH
FRPPRGLWLHV5HILQHUVIUHTXHQWO\UHO\RQEDVLVLQWLPLQJWKHLUFUXGHRLOSXUFKDVHVDQG
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